Economic 
Research 
Service 


United States 
Department 
of Agriculture 


. Ne = # FEDERAL Bo, 
tr exes © FEDERAL BO 


et FEDER A: bbeeowilte we, 
RROWING » 


Volume r 
Number 
Dec.-Jan. 1986 


RR 
» FEDERAL Bopp ING & &, 


RROW 
~ ING « € 


FEDERAL BOR 
FEDERAL BORROW! «: 


» 
yet ® FEDERAL BORR- ye 


ci 
* sie rer oT on 
4ptS* stRONG OP FEDERAL BORROWING «cf 
Tec ® siRONED™. « FEDERAL BORROWING «© 
ST pg Se Corgi? 5 , FEDERAL BORROWING « © 
are” sgh ae Ge 
” Rare, AP, gh » FEDERAL BORROWING « 
Te, Mey pS geo FEDERAL BORROWING « <f 
‘ pt gS st * FEDERAL BORROWING © 
50° 6 * FEDERAL BORROWING » 
ee FEDERAL BORROWING « 
s we FEDERAL BORROWING « 
w 4 MigPh © FEDERAL BORROWING « 
4 gh <@ FEDERAL BORROWING ® 
am eqn @ FEDERAL BORROWING « 
’ on 
> 


oe 
b > oe oe 


p 
<e 
<> 

ye 
40s 


> 


h ees FEDERAL BOD; aw ® = 
T - . 4 
Tene, = MEE ROME QOS ws ~ 
NTERESy TES » gino oow* + @ 
2 Ales ™ «ino? wo s 


pout” 


ane 


oo es 
ho 


qt t* 
Soc 


‘> ss FEDERAL BORROWING vos 


* FEDERAL Bo; &° oe 

® FEDER«: FeO 
Co 

yo* 

\3 


“er <* FEDERAL BORROWING = 


oop, FEDERAL BORROWING » © 
yt FEDERAL BORROWING « ey <0 * FEDERAL BORROWING « © 
FEDERAL BORROWING sos ear ° 


A 
we ~ 
op 
oe wt 
oF on? 
Ss 
wah 


>) 


ss 


RROWING » «© ee 


FEDERAL BORROWING « 
qh”. , FEDERAL BORROWING « 
FEDERAL BORROWING « 

iF" ss ® FEDERAL BORROWING « 
pi. FEDERAL BORROWING « 
4 eo et” FEDERAL BORROWING « 
+ so" * FEDERAL BORROWING » 
oP a * FEDERAL BORROWING « 
we ‘ * FEDERAL BORROWING « 
OS <0). ¢ FEDERAL BORROWING « 
ah ¢ FEDERAL BORROWING » 

nA FEDERAL BORROWING « 
a ro ¢ FEDERAL BORROWING « 
yo os or FEDERAL BORROWING « 
FEDERAL BORROWING « 


& 
& 


€ 


Fo 


€ 
€ 


€ 


hy a Farm Bill 
Sant Solve All of 
Agriculture’s 


§ 
© CAPITAL MARKETS « genesis 
© CAPITAL MARKETS = $8972 6888 
# CAPITAL MARKETS » S999"" 5$$ 
© CAPITAL MARKETS « $8° poets 
* CAPITAL MARKETS » $899 Sess ‘ 
# CAPITAL MARKETS » §99 cease 
# CAPITAL MARKETS » $59 588 @, 
@ CAPITAL MARKETS » $89 ieee 
© CAPITAL MARKETS » $99 
@ CAPITAL MARKETS = $599 
@ CAPITAL MARKETS = 65% 
on,” CAPITAL MARKETS « gasses 
eects, @ CAPITAL MARKETS » gogeheieee 
ection. * CAPITAL MARKETS » 
~ packess® “UZAPITAL MaKe 
Co PTT ON 5. OR! eeRS® Po¢5: ~ 
. CAPITAL MARKETS . reat Mypi5 TA MARKETS « ggnsss 
@ CAPITAL MARKETS ® gaserees 
Yon, CAPITAL MARKETS ® pe eee 
Sys CATAL Maire «RRR lee 
aeceSS1OH, CAPITAL MARKETS @ Sereeetrcs a lege g? INTEREST RATES = 
Reopen a» CAPITAL MARKETS # 9 saat ee Cen, ig, INTEREST RATES 0 © 
Pec geS!O% » CAPITAL MARKETS # 9 
Ree © FOg gaITAL MARKETS ® S¥2EG88%0 Og 
ee” ORtig, Conmepeae ° bh sete ween 2 
\ e Op : is 2 Sees gh a Se, eS 
OMpe, 7, “ % 
MP ON» Mealy ae We Gap,” STEREST RATES © 


CO‘, “3 » INTEREST RATES 
Con, men 4 iS 


o, 


On, (J 
D ~ Oe —Yp,! 
f ® CAPITAL MARKETS = 8% 

@ CAPITAL MARKETS 


APITAL MARKETS # $99 
@ CAPITAL MARKETS # §§9 
YON » CAPITAL MARKETS # §° 


SSion CAPITAL MARKETS # &§$9 


é 
S!ON . CAPITAL MARKETS # S59 
SON a CAPITAL MARKETS # §§9 

ag Ne CAPITAL MARKETS # 
Ul a 





CoS, 
aie Sto. Og ip.? INTEREST RATES » Sod 
8240, Mp “Iq,. @ INTEREST RATES # Sod 


0 Sty yan $88 % 
sa, a nb seeetecs eg 
5 ig oo) OXETS @ ESSSSPNE og! 
* en, 7s, INTEREST RATES & © 40 
Gp, en Vg” INTEREST RATES = 9.40 


9 


ose INTEREST RATES « © 
B85? 4y 20 O%,, So INTEREST RATES « 4 


rm) 


gash 
a888 
88 
nn N ASS 


genet 





Editor 
Ellen Banker 


Assistant Editors 
Doug Martinez 
Mark Brohan 
Editorial Assistant 
Martha R. Evans 


(202) 786-1494 


Contents of this magazine may 
be reprinted without permission. 


FARMLINE is published 11 times a 
year by USDA's Economic Research 
Service. Subscription price is $24 to 
U.S. addresses ($30 foreign). Order 
from the Superintendent of Documents, 
U.S. Government Printing Office, Wash- 
ington, D.C. 20402. Ask for FARMLINE 
magazine and make your check pay- 
able to Sup’t. of Documents. For faster 
service, call (202) 783-3238 and charge 
your subscription to MasterCard or 

Visa 


Renewal notices are mailed about 90 
days before subscriptions expire. Only 
one notice is sent. It must be returned 
promptly to ensure uninterrupted ser- 
vice. Check your mailing label to find 
out how many issues remain on your 
subscription. You should receive a re- 
newal card before /SSDUE002. The 
002 means you have two more issues 
coming 


Send questions, requests, and editorial 
comments to FARMLINE, Room 228, 
1301 New York Avenue N.W., USDA, 
Washington, D.C. 20005-4788. Please 
include your mailing label with change- 
of-address and other requests related 
to your subscription 


The Secretary of Agriculture has deter- 
mined that publication of this periodical 
is necessary in the transaction of public 
business required by law of this Depart- 
ment. Use of funds for printing FARM- 
LINE has been approved by the Office 
of Management and Budget. Use of 
commercial or trade names does not 
imply approval or endorsement by 
USDA 


PERGPECTIVI 
+ — i a - = 


a a > 


PRECIOUS LITTLE GOOD NEWS in USDA’s first export forecast for fiscal 1986, which 
runs from October 1985 through September 1986. Both value and volume of U.S. agricultural 
exports will probably drop, according to USDA economists. Specifically, value is pegged at 
around $29 billion, a 7% decline from fiscal 1985’s $31.2 billion and the lowest level since 
1978. This is down nearly $15 billion from 1981's record high of $43.8 billion, says econo- 
mist Steve MacDonald of the Economic Research Service. Export volume, he adds, is esti- 
mated at a little over 120 million tons, down 4% from 1985 and the lowest level since 1977. 


Three factors are responsible: Large supplies, weak demand, and strong competition. Cur- 
rent world prices for most major crops are not likely to improve significantly, MacDonald 
says. The reason: excessive supplies. *‘In 1985, we had the second straight year of record 
world grain and oilseed crops,’ MacDonald says. That, combined with a less expansionary 
world economy, will keep world prices down. Volume will also be cut by continued strong 





competition from other exporters and a lower demand from traditional importers. Many tradi- 
tional importers have increased their own production, some have become self-sufficient, and 
some have even become net exporters. Increased production in the Soviet Union, a major mar- 
ket, will also dampen U.S. export prospects, MacDonald says. And, adding to the slump in 
world trade, will be continued debt repayment problems in the less developed countries. 


U.S. agricultural imports are expected to hit a record $20 billion. Our agricultural trade 
surplus is forecast to drop by $2.4 billion to only $9 billion, the lowest since 1973. 





Highlights for major commodities: 





Wheat and flour: World wheat trade will continue to be a buyer’s market. U.S. wheat and 
flour exports are currently forecast at 29.7 million tons (wheat equivalent) worth around $4.0 
billion in fiscal 1986. While volume is expected to be about the same as last year, a continued 
slide in world and U.S. export prices could mean a 10% decline in value. This would result in 
the lowest value for wheat and flour exports since the $3.1 billion in 1977. Continued gains in 
wheat production in several major importing countries and a larger Soviet crop are expected to 
depress world import demand in 1986. Although wheat production is down in the major foreign 
exporting countries, record stocks will result in exportable supplies that far exceed any 
expected import demand. 





Coarse grains: U.S. exports are forecast at $5.9 billion, down $1 billion from 1985. Prices 
will likely continue to decline, and volume, forecast at a little over 49 million tons, may hit its 
lowest level since 1975. The sharp reduction in Soviet demand will more than offset an 
expected increase in exports to some Latin American and Asian countries. In addition to con- 
tinued competition from Argentina, Thailand, and China, 1986 will likely see the return of 
South Africa as a net exporter, following 2 years of net imports. 


Oilseeds: There is some good news here. The volume of U.S. soybean exports is expected to 
increase. The major reason: lower production (and exports) in Brazil. Analysts say the United 
States may now be able to recapture some portion of the market shares lost to the Brazilians in 
recent years. Despite larger sales volume, value may be down slightly from 1985's $6.4 bil- 
lion. Slow growth in meal demand, expanded oilseed production in a number of major import- 
ing countries, and large palm oil supplies are helping to weaken prices. 


Cotton: U.S. exports are forecast at around 800,000 metric tons worth $1.2 billion, down 
dramatically from last year’s already depressed levels of 1.3 million tons and $2.0 billion. 
Lower priced Chinese and Pakistani cotton is expected to cut U.S. exports to such key markets 
as Japan and South Korea 


Livestock, dairy, and poultry: U.S. exports will probably remain about the same as last 
year. Livestock and livestock products are forecast at $3.3 billion, unchanged from 1985 and 
5% below 1984 
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Agriculture’s Problems 
Require “Macro” Solutions 


The new farm bill is raising a number of questions. Is it a good bill? How will it affect 
farmers? Does it offer too little support from government, or too much intervention? 


These questions deserve attention, but they can be misleading if they imply that farm 
legislation alone could be the key to renewed prosperity in agriculture. 


In the article that follows, economist John Lee explains why this farm bill, or any other, 
is unlikely to solve some of the fundamental problems now facing American farmers. For 
farmers and their representatives to have an effective voice in policies affecting agri- 
culture, they need to pay year-round attention to decisions on the direction of the U.S. 
economy. General economic policies, Lee contends, affect their broader interests as 


much as, or more than, a farm bill. 


John Lee is the administrator of USDA's Economic Research Service, a position he has 
held since October 1981. He grew up on a family farm in Pickens County, Alabama. Lee 
holds a Ph.D. degree in economics from Harvard University and has served as a USDA 


economist since 1962. 


he new farm legislation will be vitally 

important to American agriculture, per- 
haps for years to come. Resources 
throughout the agricultural community and 
beyond, into government, nonfarm indus- 
tries, and public interest groups, were mo- 
bilized to prepare for and contribute to farm 
bill deliberations. 


Why, then, do many agricultural econo- 
mists continue to focus their attention else- 
where—on the health of the general econ- 
omy and the policy decisions that affect it? 
Why are they suggesting that develop- 
ments in these two areas could prove even 
more significant for agriculture than the 1985 
farm bill? 


The answer requires a basic understanding 
of macroeconomic policy and its impact on 
agriculture. Macro or general economic 
policies guide the actions taken by the fed- 
eral government to shape the nation’s 
economy. Monetary policy and fiscal pol- 
icy are the two major components, and they 
are closely related. 


Monetary policy deals with the supply and 
regulation of money and credit. Fiscal pol- 
icy determines what the government spends 
and how it finances those expenditures. 


A Primer on Monetary Policy 

As the economy arows, it needs more money 
for normal commercial transactions, capital 
investments, and other purposes. Mone- 
tary authorities, primarily the Board of Gov- 
ernors of the Federal Reserve Board (often 
called the Fed), control growth in the money 


4 


supply. Briefly, they do this by buying and 
selling federal securities and by setting rules 
and regulations for the nation’s banking 
system. 


The Fed can fuel economic expansion by 
allowing the money supply to increase faster 
than real growth in economic activity. When 
more money is available relative to the nor- 
mal needs of the economy, interest rates 
tend to fall just as the price of any good 
falls when supply grows faster than de- 
mand. When interest rates drop, busi- 
nesses invest more, consumers buy more, 
and overall economic activity increases. 


Unfortunately, inflation also increases be- 
cause more dollars are available to buy the 
same supply of goods and services, thus 
bidding up their prices. 


Conversely, the Fed can “cool” the econ- 
omy by causing the money supply to ex- 
pand more slowly than real growth in eco- 
nomic activity. This makes money scarcer 
relative to the need for it, and that drives 
up interest rates. Higher interest rates dis- 
courage investment, consumer spending, 
and overall economic activity. At the same 
time, people have fewer dollars to pay for 
the same stock of goods and services, so 
inflation slows. 


The Fed must do a balancing act, con- 
stantly adjusting the growth rate of the money 
supply to assure adequate funds for sus- 
tainable economic growth without fueling 
inflation. The Fed’s tendency to favor one 
side of this growth-inflation tradeoff over 


the other is what characterizes the nation’s 
monetary policy in any given period. 


A quick review of recent history may help 
explain. For several decades culminating 
in the 1970's, the Fed “targeted” interest 
rates, allowing inflation to adjust as needed. 
Low, stable interest rates were maintained 
by increasing the money supply, which, in 
turn, tended to push up inflation. Inflation 
rates began to climb in the late 1960's and 
early 1970's. 


After a number of attempts to check ac- 
celerating price levels in the 1970's, run- 
away inflation finally prompted a major shift 
in Fed policy. Since 1979, the Fed’s policy 
has been to hold money supply growth within 
a given range, providing enough money for 
high but sustainable economic growth while 
keeping inflation in check. Instead, interest 
rates are allowed to float up and down to 
reflect forces in financial markets. 


This policy shift has been crucial for agri- 
culture, affecting the availability and cost 
of credit, inflation rates, land values, cur- 
rency exchange rates, foreign demand, and 
economic growth here and abroad. More 
about that iater. 


A Primer on Fiscal Policy 

Fiscal policy determines how much money 
the federal government collects and how 
much it spends. Spending in excess of rev- 
enues creates a deficit, and deficit spend- 
ing can stimulate the economy by pumping 
more money in than taxes take out. This 
increases the demand for goods and ser- 
vices, encouraging production and new in- 
vestments. 


Several strategies can be employed to fi- 
nance federal budget deficits: The govern- 
ment can borrow money from private 
sources, the Fed can increase the money 
supply to fund the deficit spending, or some 
combination of both methods can be used. 


Financing the deficit by increasing the money 
supply was the predominant policy from 
World War II until the late 1970's. The money 
supply was increased enough to provide 
for normal business needs and to cover the 
federal deficit. This created no major prob- 
lems as long as budget deficits were mod- 
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rev- enced by real interest rates here and abroad. 
2nd- Prime ee 
interest Agriculture fits into both the vulnerable 
DING rate groups. It has the highest ratio of invest- 
This ment to sales of any major industry, making 
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- 5 


FARMLINE/December-January 1986 








the demand for goods that farmers pro- 
duce, and effects on asset values. 


impact on Farm Costs, Land Values 

Because farmers are heavy users of bor- 
rowed funds, rising interest costs have in- 
creased the costs of production in agricul- 
ture. In 1979, farmers’ interest expenses 
amounted to $12 billion, or about 13 per- 
cent of all cash production expenses. By 
1984, farmers paid more than $22 billion 
in interest on farm debt, or 19 percent of 
all costs. Interest had become the largest 
single cash cost of production in farming. 


It is worth adding that when the average 
interest rate on outstanding farm debt rises 
by 1 percentage point, farm production ex- 
penses increase by about $2 billion. 


The high cost of money has also helped to 
depress the value of farm assets, espe- 
cially land. Other things being equal, the 
higher the interest rate, the less one can 
afford to pay for land 


The demand impacts of macroeconomic 
policies are just as important as the more 
obvious cost effects. 


Growing Federal Budget Deficits . . . 


Interest on debt became the 
largest single cash cost of 
production in farming. 


In the late 1970's, an overheated world 
economy produced galloping inflation, 
prompting the United States and other in- 
dustrialized countries to adopt restrictive 
monetary policies. The less developed 
countries, meanwhile, were beginning to 
slow or trim their imports in response to 
mounting foreign debt problems. In 1980, 
the world was plunged into a severe reces- 
sion. 


It is against this backdrop of events that 
our domestic economic policies have had 
a series of negative effects on the farm 
economy. 


High real interest rates in the United States, 
coupled with foreign perceptions that the 
United States was and is a safe haven in 
troubled times, attracted capital from abroad. 
The United States quickly became a mag- 
net for foreign investment. Demand for dol- 
lars to make those investments caused the 


dollar's value to appreciate sharply in terms 
of other currencies. (At the same time, the 
large inflow of foreign capital masked some 
of the pressure on our own credit markets, 
probably slowing the rise in interest rates 
caused by federal borrowing.) 


Some rules of thumb: Each $50 billion of 
structural deficit in the federal budget causes 
real interest rates to be 1 or 2 percentage 
points higher than they would otherwise be. 
Further, for each 1 percentage point in- 
crease in the gap between real interest rates 
in the United States and those in other 
countries, the value of the dollar rises 5 to 
10 percent. 


Translates Into Weaker Demand 

This increase in the value of the dollar— 
which is perceived as an export price in- 
crease for American goods—translates di- 
rectly into weaker demand for our farm 
products. The higher value of the dollar 
relative to other currencies makes U.S. ex- 
port goods more expensive to foreign buy- 
ers, while foreign goods look cheaper to 
Americans. Hence, U.S. exports decline, 
and our imports from other nations surge. 


... Financed by Large Federal Borrowing .. . 



































$billions S$billions 
0 200 
50 150 
100 100 
Federal 
budget 
deficit 
150 50 
200 
ie T T T yoy T T T ae T T T — 4 
1975 77 79 81 83 85° 1975 77 79 81 83 85 
*Forecast : “Forecast 
Source: Bureau of Economic Analysis Source: Federal Reserve Board's flow of funds account 


General economic data provided by economist Dave Torgerson 
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The lost exports end up as larger carryover 
stocks, which tend to depress farm prices 
and farm incomes. In other words, farmers 
end up selling a smaller volume, and often 
at a lower price. 


There are other demand consequences, 
too, stemming from high real U.S. interest 
rates and the factors that cause them. As 
more foreign capital is banked in the United 
States, for instance, funds available abroad 
are reduced. Developing nations have less 
money to pay for imports and to invest in 
economic recovery and growth. Their po- 
tential to become better customers for U.S. 
farm products is directly tied to their eco- 
nomic growth. The drain of capital from these 
countries reduces both our near-term and 
long-term export prospects. 


There is still more. The high cost of money 
and the attractive alternative of investing in 
dollar-denominated U.S. assets reduces the 
incentive of other nations to tie up money 
by holding commodity stocks. They do bet- 
ter by keeping their own food stocks at low 
levels, letting the United States shoulder 
the costs of stockholding. 


. .. Help Keep Real Interest Rates Up... 


The drain of capital from the 
developing countries reduces 
both our near-term and long- 
term export prospects. 


Similarly, private U.S. firms facing high 
money costs also try to minimize nones- 
sential stockholding, thus pushing the bur- 
den back to the farm level. This increases 
farm costs and reduces demand, the most 
obvious result of which is lower commodity 
prices. 


A strong dollar has some redeeming fea- 
tures. Lower priced imports hold down U.S. 
inflation, and that helps hold down farmers’ 
expenses. A 10-percent increase in the value 
of the dollar reduces the general inflation 
rate about 1 percent, and that could trans- 
late into a reduction of around $1.5 billion 
in farm production expenses. 


Of course, cheap imports also cost us jobs. 
More than half the income of farm operator 
households comes from nonfarm sources, 
primarily wages and salaries. Industries that 
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provide many of the rural jobs in the South- 
east and other areas are very vulnerable 
to foreign competition. 


Where Do We Go From Here? 

Adding up all the effects of macroeconomic 
policy on the farm sector, it's easy to see 
why many agricultural economists are con- 
cerned about the general economy. It is 
our view that macroeconomic develop- 
ments are the principal source of the prob- 
lems farmers face today. 


As a society, we may have little difficulty 
agreeing on general economic goals, such 
as stimulating growth in the economy and 
reducing interest rates if we can avoid a 
new round of inflation. Similarly, few people 
would object to sharp cuts in the federal 
deficit if that could be accomplished without 
raising taxes or trimming programs. 


In practice, however, economic decisions 
involve many tradeoffs and uncertainties. 
That leaves the future direction of fiscal, 
monetary, tax, and trade policies open to 
debate. Whether they participate in the de- 
bate or not, farmers have a vital stake in 
the outcome. 
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Competing for Space in the 
West German “Super” Market 


he world’s largest buyer of agricultural 

products isn't the United States, Japan, 
or the Soviet Union. It is Wesi Germany, a 
country with a population of only about 62 
million 


This reminder of the importance of the 
German market comes from economist 
Stephen Sposato of USDA’s Economic 
Research Service. “During the 1970's,” he 
says, “the rising affluence of West German 
consumers provided the major impetus to 
growth in this market.” 


Since 1980, he adds, West Germany has 
spent an average of more than $21 billion 
a year on farm product imports from its 
neighbors in the European Community and 
from dozens of other nations. The United 
States is one of its major suppliers, and 
West Germany ranks among the top U.S. 
farm markets. U.S. sales, however, haven't 
kept pace with the overall growth in West 
German agricultural imports 


The U.S. share of the market slipped from 
13 percent in 1974 to 11 percent in 1980, 
even though West Germany bought a rec- 
ord $2.7 billion in American farm products 
that year. In 1984, West German spending 
on U.S. farm products dropped to around 
$1.7 billion, the lowest figure since 1976. 
The U.S. share of the market fell to just 8 
percent 


Sposato claims that West Germany is likely 
to remain a huge import market. Its agri- 
culture is constrained both by a fairly harsh, 
northerly climate and by modest land re- 
sources. Many of its richest farming areas 
in the region of Prussia were partitioned 
into East Germany at the end of World 
War Il 


On the other hand, he says, West Ger- 
many’s need for some of the major U.S. 
bulk products is gradually declining. Out- 
side these traditional product areas, the 
competition is tough, the opportunities are 
limited, and the United States is handi- 
capped by European trade barriers and a 
strong American dollar. 


At the moment, grains, soybeans, and an- 
imal feeds make up around 42 percent of 
U.S. farm exports to West Germany. This 
is down sharply from previous years’ levels. 


8 


Despite the obstacles, American traders of 
farm and food products may need to look 
more to other areas to boost sales—fruits 
and fish, for example. 


Wheat and corn imports will continue to 
dwindle, Sposato says. West Germany's 
own production of feedstuffs is increasing. 
New varieties of corn, which was previously 
grown only as green fodder in West Ger- 
many, are now harvested for grain as far 
north as the Danish border. That's on a 
latitude with the Hudson Bay in Canada. 
Wheat and corn imports for bread and 
starches are being replaced by domestic 
production and new milling techniques. 


Germany should remain a large—but not 
a growing—market for U.S. soybeans. Cli- 
matic factors will continue to make it difficult 
for Germany to produce all of its vegetable 
oil and protein needs. 


Sunflowers are another U.S. oilseed crop 
that has recently found favor with the Ger- 
man consumer. Low cholesterol levels and 
the neutral taste of the oil make it popular 
with German homemakers. 


As West Germany’s Agricultural 
imports Climbed, the U.S. Share 
Declined 
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Deficiency in German Farming 

The major deficiency in West German food 
production is and will remain in tropical 
products—coffee, tea, cocoa, and citrus and 
other tropical fruits. None of these are grown 
in Germany, and all are consumed in large 
quantities. 


The United States exports some tropical 
products, including oranges and lemons, 
but so do Spain and Portugal. Both nations 
are scheduled to enter the European Com- 
munity (EC) this year, and membership gives 
them a major competitive advantage over 
other exporters. 


West German imports of processed foods, 
items such as ready-to-eat soups, have been 
growing as well. Processed foods ac- 
counted for 30 percent of imports in 1980. 


“Until very recently, German homemakers 
prepared soups and most other dishes in 
the traditional way, using raw ingredients,” 
Sposato says. “That's changing. Today, 
German homemakers, like their American 
counterparts, are buying more prepared, 
convenience foods. The transition began a 
few decades ago in the United States, but 
the change has occurred fairly recently in 
West Germany.” 


But greater demand does not necessarily 
translate into larger U.S. sales. The United 
States has had limited access to this proc- 
essed foods market. Tariffs are high on 
many products, and competition from Ger- 
man producers and the free access granted 
other EC members are difficult barriers to 
overcome in these circumstances. 


According to Sposato, the United States 
must try to expand exports by “negotiating 
for freer trade and by tailoring our products 
for the West German market.” One way 
our exports can be better matched with the 
preferences of German consumers, he says, 
is to ensure that package sizes and proc- 
essing techniques meet German tastes and 
standards. 


Even if tariffs did not turn aside many U.S. 
products, American exporters still face 
stringent German food requirements. Ger- 
man health regulations tend to differ sig- 
nificantly from those in the United States 
and are difficult for U.S. processors to meet. 


FARMLINE/December-January 1986 


food 
vical 
and 
‘own 
arge 


dical 
ons, 
ions 
om- 
ives 
over 


ods, 
een 


980. 


Kers 
is in 


Jay, 
ican 
red, 
an a 

but 
ly in 


arily 
ited 
roc- 
| on 
3er- 
ted 
s to 


ates 
ting 
icts 
way 

the 
ays, 


and 


JS. 
ace 
1er- 
sig- 
ites 
eet. 


986 


Food manufacturers who wish to export to 
West Germany may be obliged, for ex- 
ample, to set up special production and 
treatment processes to meet German re- 
quirements. In many cases, it is difficult to 
justify so costly an investment, even for the 
large German market. 


Take the case of beer, Sposato says. Ger- 
man law limits the ingredients that can be 
used to produce beer to the traditional hops 
and barley malt. Modern manufacturers 
outside Germany use less expensive sub- 
stitutes such as manioc and chemical ad- 
ditives in their beer. Germany's EC trading 
partners recently complained that these 
purity laws unduly restricted trade. So far, 
however, Germany has taken no action. 


“Conceivably, some of these laws which 
the Germans feel less strongly about for 
health reasons could be changed as part 
of trade negotiations,” says Sposato. “There 
is a price to pay, though. Germans would 
certainly want greater access to U.S. mar- 
kets for commodities like cheese where their 
centuries-old manufacturing traditions give 
them a specialty niche in the food market.” 


The United States currently has quotas on 
imports of cheeses. 


High U.S. Dollar a Factor 

One other factor, of course, that could favor 
U.S. exporters is completely out of their 
hands: the value of the U.S. dollar on world 
currency markets. 


“A weak U.S. dollar helped bolster U.S. 
exports of processed foods to Germany in 
our peak sales year of 1980,” says Spo- 
sato, “but this situation was reversed when 
the dollar strengthened against the Ger- 
man mark in 1981.” In the last 5 years, the 
dollar doubled in value against the mark, 
and recent declines in the dollar's value 
haven't substantially altered the unfavor- 
able exchange ratio. 


Despite the dollar's strength and the frus- 
trations of selling to a sometimes sheltered 
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market, U.S. exporters have had some suc- 
cess in discovering growth opportunities in 
particular product areas. 


Among the items that appear to have prom- 
ising potential for increased exports are fro- 
zen blueberries, pecans, raisins, and shell- 
fish. The United States has a nearly 15- 
percent share of the West German market 
for frozen blueberries, and the value of pe- 
can exports has doubled in the last 5 years. 


“Raisins, too, are becoming more popular 
in West Germany for more than baking 
uses,” says Sposato. “Test results from 
market promotion campaigns indicate that 
good sales potential exists for raisins as a 
snack food.” 


U.S. exporters should also do well in selling 
salmon, lobster, crab, and shrimp to the 
West Germans. 


“The market potential for salmon, espe- 
cially frozen, is excellent,” says Sposato. 
“Moreover, the outlook for all kinds of crus- 
taceans, including lobster, crab, and shrimp, 
is good. Continuing water pollution and 
overfishing problems are diminishing Eu- 
ropean production.” 
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German Market Tempting 

With all its imports, West Germany's ag- 
ricultural trade deficit is predictably high: 
$9 billion last year. 


“That may mask the fact that West Ger- 
many has become one of the world’s fore- 
most agricultural exporters,” says Sposato. 
“Concentrating on specialty products such 
as wine and cheese, and helped by the 
EC’s generous export subsidies, the West 
German food industry has grown into a for- 
midable international trader.” 


Much of the credit, certainly, goes to West 
German farmers, who have coaxed high 
levels of productivity from their typically tiny 
(by U.S. standards) 40-acre farms. Ger- 
many’s farmers are aided by modern 
equipment, much of which could be used 
on far larger farms. 


“That they can afford this overinvestment 
is a result of the high price supports of the 
EC’s Common Agricultural Policy,” notes 
Sposato. 


Try as they might, however, it’s unlikely that 
German farmers will ever eliminate the 
country’s huge agricultural trade deficit. 


“That may mean West Germany will con- 
tinue to be the number one agricultural im- 
porter in the world, for a while at least,” 
Sposato concludes. 


[Based largely on information provided by 
economist Stephen Sposato of the Inter- 
national Economics Division, Economic 
Research Service.] 


American companies must tailor their pro- 
ducts to the West German market by ensuring 
that labeling, packaging, and processing 
techniques conform toms 
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Titles of reports issued by the Crop Reporting 
Board of the Statistical Reporting Service are 
printed in black. Complete reports are released, 


most at 3 p.m., on the dates shown. To request 
subscription information, write: Crop Reporting 
Board, Room 5829 South Bidg., USDA, Wash- 
ington, D.C. 20250. 
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Cranberries: Ona 
Year-Round Roll 


ife is just a bowl of cranberries for Russ 

Lawton. It’s winter now and things have 
quieted down a bit. Lawton has a little more 
time to himself than he did during the fall 
when he was busy harvesting over 80,000 
barrels of cranberries from 400 acres of 
bogs on Cape Cod and the island of Nan- 
tucket in Massachusetts. 


Lawton’s 1985 season was a good one, 
with production just slightly below 1984, a 
trend that, it seems, was mirrored through- 
out the industry. Nationwide, cranberry pro- 
duction fell 2 percent in 1985 to 3.25 million 
barrels, after hitting a record of 3.32 million 
barrels in 1984. 


Still, the 1985 crop was considered a good 
harvest, according to economist Ben Huang 
of USDA's Economic Research Service. It 
was, Huang says, 9 percent above 1983's 
harvest and 224 percent higher than the 
average harvests of the 1950's. 


Clearly, Huang says, these increasing 
cranberry harvests are the result of a con- 
sumer demand that's steadily expanded 
during the last three decades. 


Year-Round Appeal 

The fact is that 25 years ago, production 
was 1.34 million barrels, Huang says, and 
cranberries sold only during the holiday 
season. Growers depended on Thanksgiv- 
ing and Christmas sales for their incomes, 
period. But cranberry products with more 
year-round appeal have changed all that. 
(Take an ice-cold cranberry juice cocktail, 
for example.) 


Of course, spreading sales out over the 
entire year has its merits, grower Lawton 
says, but the cranberry producers don't want 
to de-emphasize the holidays either. 


Almost all fresh cranberries (at least 90 
percent), plus 75 percent of the sauce, and 
35 percent of all other products are sold 
between October and December, accord- 
ing to Christine Masclee, director of com- 
munications for Ocean Spray, Inc., the larg- 
est cranberry cooperative in the nation. 
Members of this cooperative (including Russ 
Lawton) account for about 85 percent of all 
U.S. cranberry production. The coopera- 
tive’s home office (in Massachusetts) is 
based in the top cranberry-producing state. 
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Wisconsin ranks next, followed by New Jer- 
sey. Cranberries are also grown in Wash- 
ington and Oregon, but to a more limited 
extent. 


While the industry may be strong now, many 
producers remember 1959. That was the 
year the cranberry industry reeled from a 
virtual consumer boycott after a pesticide, 
that had been used by a few growers, was 
found to cause cancer in rats. Even though 
industry officials isolated the use of the pes- 
ticide and destroyed the contaminated crop, 
Masclee says, sales fell to levels hardly 
worth reporting. “This was really the first 
food scare and it came just before the hol- 
idays,” she adds. “The industry was just 
decimated.” 


It took years to build up again, Masclee 
says. Ocean Spray (and others) sponsored 
extensive research into new varieties, pro- 
duction techniques, and products. 


It was during the 1960's, Masclee says, that 
the cranberry juice market really began to 
take off, and juice blends, such as Ocean 
Spray’s Cranapple", were introduced. De- 
mand increased with the new products, and 
growers needed to step up production. They 
did so, mostly by increasing yields. 


Yields jumped from an average 63.4 bar- 
rels per acre in 1960 to about 140 barrels 
today, although the number of acres in 
cranberries—21,140 in 1960—increased 
only slightly to 23,820 by 1984. (Wetlands 
legislation in Massachusetts and Wiscon- 
sin restricts the number of new bogs that 
can be developed.) 


Technology: Key to Higher Yields 

Two technological developments are re- 
sponsible for the greatly increased yields, 
according to economist Bernard J. Mor- 
zuch. Morzuch has done extensive re- 
search at the University of Massachusetts 
in Amherst in crop forecasting and the eco- 





nomics of producing cranberries. First, he 
says, the introduction of sprinkler systems 
in the early 1960's substantially increased 
yields by preventing berry loss from frost 
damage. 


In the low-lying areas where cranberries 
are generally grown, Morzuch says, grow- 
ers can face frosts as late as May or as 
early as August. Frost kills the berries and 
can damage the vines. If there is the danger 
of a frost, growers turn on the sprinkler 
system (which is also an irrigation system) 
to flood the berries. The water acts as a 
heat source, protecting the berries from 
freezing. 


The same sprinkler system can be used to 
apply pesticides and fertilizers, reducing la- 
bor and application costs, Morzuch adds. 


Another yield-saver that's been widely used, 
but only since the late-1970's, is the wet 
harvesting method. Before then, cranber- 
ries had traditionally been harvested dry. 


Morzuch explains the difference: With the 
dry method, people actually pick the berries 
and the harvest is fairly labor intensive. It's 
now used only for cranberries that are going 
to be packaged for the fresh market. Dry- 
harvested berries command a premium price 
for growers, Morzuch adds, but yields are 
an average 15 to 20 percent lower than for 
berries harvested using the wet method. 
The reason, Morzuch says, is that when 
the berries are harvested by hand, there is 
more potential for damage from “ a bunch of 
people stomping around in the bogs. 
Cranberries grow on vines and can be fairly 
difficult to work around.” 


The wet harvest is more efficient in pre- 
serving more of the crop, but wet-harvested 
berries must be used in processing (juice, 
sauce, jam, etc.) because they tend to re- 
tain some moisture which makes them un- 
Suitable to be packaged dry, for the fresh 
market. 


Using the wet-harvesting method, produc- 
ers first flood their bogs. Then, the berries 
are knocked off the vines by mechanical 
pickers. They are then “corralled” by float- 
ing booms in the water and pushed along 
with rakes to conveyor belts, which dump 
the berries into shipping crates. () 
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China Applies Brakes to 
Agricultural Miracle 


gricultural production in China jumped 

49 percent between 1978 and 1984, 
after growing very slowly during the two 
previous decades. As a result, China has 
become a healthy new contender in world 
agricultural markets. But , in 1985, the new 
contender lost a little bit of punch as China's 
crop production dropped for the first time 
since 1980. 


Weather, particularly flooding in the north- 
east, was one major reason for the output 
decline, according to USDA economist Fred 
Surls of the Economic Research Service. 
“But there was also a significant reduction 
in the government incentives that had stim- 
ulated grain and cotton production in the 
first place,” Surls says. 


The incentives to foster crop production were 
actually government guarantees, Surls says. 
Until this year, the government promised 
to purchase whatever crops farmers had to 
sell, and at set prices which steadily in- 
creased over the years. Between 1978 and 
1983, average farm prices for grains and 
cotton shot up by 50 percent. 


Something of a Mismatch 

The initial objective of the incentive pro- 
gram was attained: Production increased. 
But, over time, it became increasingly ap- 
parent that the program was something of 
a mismatch. “The infrastructure was not 
able to keep up,” Surls says. Not only did 
farmers produce more than the govern- 
ment wanted to buy, they produced far more 
than China’s marketing system could effi- 
ciently handle. There simply wasn't suffi- 
cient transportation, storage, and process- 
ing capability. 


And because retail prices were held down, 
the government's budgetary outlays jumped 
enormously. “There was also a discrep- 
ancy between the quality of what was being 
produced and the quality of what con- 
sumers actually wanted to purchase.” 


Take cotton as an example. In recent years, 
many farmers, particularly those in the 
northern part of the country, expanded pro- 
duction of higher yielding cottons devel- 
oped by China's researchers. These vari- 
eties, however, have short fibers and poor 
tensile strength, making them undesirable 
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The government incentives 
to foster crop production 
worked well: Production 
jumped 49% between 1978 
and 1984. 


for mill use. Even so, through 1984, these 
varieties were widely grown, according to 
Surls. Probably because there was not much 
of a price differential between the qualities 
of cotton, farmers concentrated on yields 
rather than quality. 


Because considerable surpluses of higher 
yielding, lower quality cottons developed 
through the 1984 season, official pur- 
chases of the 1985 cotton crop were re- 
duced at least 30 percent below 1984 crop 
purchases, as the government backed off 
from its buy-all guarantee. 


In addition, the government has restricted 
its purchases of grains. 


Producers Face New Risks 
This situation has brought a new dimension 
of “producer risk” to China's farmers. “It’s 
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the first time many farmers are facing con- 
siderable uncertainty on the prices they'll 
get and, in some cases, whether they'll be 
able to sell their crops at all,” Surls says. 


The situation affects most of China's farm- 
ers, Surls says, although those who grow 
oilseeds are one exception. The govern- 
ment is still buying all the oilseeds that 
farmers can grow. The result is that many 
farmers who grew corn or cotton are 
switching to soybeans or other oilseeds, or 
fruits, vegetables, and specialty crops, and 
some are leaving agriculture altogether. 
Another side effect: The rapid increase in 
the use of fertilizers will slow down, Surls 
says. This will, in turn, diminish the rate at 
which yields have been increasing. 


There’s some good news here for U.S. 
farmers. China’s lower corn and soybean 
production (despite production incentives, 
soybean output dropped, too, because of 
weather problems in the northeast) will 
translate into less competition in world mar- 
kets this year. And, over the long haul, China 
could again become a corn and soybean 
importer if its livestock industry expands as 
expected (increasing the need for feed 
grains) and the increases in crop produc- 
tion moderate, also as expected. 


For cotton, however, it’s another story. China 
has huge surplus stocks that will fill ware- 
houses for years to come, despite the pro- 
duction declines that economists expect to 
see. Consequently, China’s cotton exports 
should rise this year, according to Surls, 
and there are no indications that China's 
cotton trade will decline in the foreseeable 
future. “It looks like China is in the world 
cotton export market to stay,’’ Surls 
says. | 


[Based on information provided by econ- 
omist Frederic M. Surls of the International 
Economics Division, Economic Research 
Service.] 








Mexico: Still a Top U.S. 


Export Market 


aced with population pressures and a 

farm sector that struggles vainly to meet 
its domestic food needs, Mexico is likely to 
remain a major U.S. export market, es- 
pecially for basic, bulk commodities 


That's the word from a pair of economists 
who say that recent financial problems— 
fueled by massive foreign debt and falling 
oil revenues—are only temporary setbacks 
for a still vigorous Mexican economy 


Although it will reduce its imports of non- 
basic items in the next few years, Mexico 
will continue to look to the United States 
for grains and oilseeds, particularly, through 
the rest of the decade,” says Myles Mielke 
of USDA's Economic Research Service. 
Mielke recently coauthored an export mar- 
ket profile on Mexico with former ERS an- 
alyst Donna Roberts. 


Basic commodities—including corn, dry 
beans, sorghum, wheat, soybeans, and 
sunflowerseed—comprise the bulk of Mex- 
ico’s imports from the United States. In fact, 
Mexico typically takes an average of 80 
percent of its farm imports from the United 
States 


The United States has sold an average of 
$2 billion worth of farm goods to Mexico 
annually since 1980,” says Mielke. “That 
puts Mexico among the top four U.S. mar- 
kets in the 1980's.” 


Oil Boom Boosted Imports 

Mielke notes that U.S. exports to Mexico 
first swelled in the 1970's with the discovery 
and development of Mexico's huge oil re- 
serves 


This fact, as well as steady population 
growth, prompted Mexico to rely more 
heavily on external markets to provide 
needed food and feedstuffs,” he says. “And 
it didn't hurt that the United States and Mex- 
ico share a 2,000-mile common border when 
Mexico began shopping around.” 


That proximity had earlier eased the es- 
tablishment of well-oiled marketing chan- 
nels, says Mielke 


Because the United States is Mexico's most 
important trading partner, a special rela- 
tionship has developed over the years,” he 
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says. “Mexico is also given duty-free entry 
for some of its exports to the United States.” 


Mexico's farm exports to the United States— 
principally coffee, tomatoes and other veg- 
etables, and strawberries—have been 
above $1 billion a year since 1977. In 1984, 
the United States purchased $1.3 billion of 
farm goods from Mexico, 74 percent of 
Mexico's overall farm exports. 


“Traditionally, Mexico has had an agricul- 
tural trade surplus with the United States,” 
Mielke says. “That changed in 1980, when 
farm trade balanced out at about $1.4 bil- 
lion in favor of the United States.” 


In each year since then, except 1982, the 
United States has shown a net surplus in 
farm trade 


“Mexico's rapidly growing food and feed 
demands will likely cause the trade balance 
to remain in the U.S. favor for some time,” 
he adds. 


Population Growth Spurs Demand 
Spurring such demand has been a 3-per- 
cent annual population increase. 


“By the year 2000, Mexico’s population will 





Hampered by the lack of irrigation 
water and other inputs, Mexican 
agriculture is still a step behind its 
American counterpart. 


probably exceed 100 million,” Mielke says. 
“Although its population explosion is not 
uncommon for nations during the course of 
their development, Mexico’s population 
growth is still remarkable, given its duration 
and magnitude.” 


Actual import demand, though, will depend 
not only on the number of new mouths to 
feed, but also upon Mexico's ability to work 
its way out of the present financial crisis— 
complicated by volatile oil prices and vary- 
ing interest rates. 


And Mexico's needs will depend on nature 
too. “Highly variable weather will certainly 
affect Mexican production and, conse- 
quently, how much U.S. grain and oilseeds 
Mexico buys.” 


[Based largely on information provided by 
economist Myles Mielke of the Interna- 
tional Economics Division, Economic Re- 
search Service, and economist Donna 
Roberts, formerly of the Economic Re- 
search Service.] 


U.S. Exports to Mexico Have Been Volatile in the Last Decade, But Still Outpace 


U.S. Imports from Mexico 
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Trying To Cope with Massive Debts and Weak Oil Prices 


In 1986, Mexico’s mounting foreign 
debt may push past $100 billion for 
the first time ever. 


Next to Brazil, in fact, Mexico now 
owes more to foreign creditors than 
any other nation—about $96 billion. 


“Mexico’s economic difficulties are 
most vividly reflected in its current bal- 
ance-of-payments problems,” says 
economist Myles Mielke of the Eco- 
nomic Research Service. “The infla- 
tion rate still hovers near 60 percent, 
and industry remains weakened by a 
combination of the effects of reduced 
government spending and huge for- 
eign debt payments.” 


Economic austerity measures have 
meant a slowing of economic growth. 
Mexico's fast pace on the path to de- 
velopment was triggered in the late 
1970's when it emerged as a major oil 
producer. 


“As revenues from petroleum exports 
began to grow, Mexican officials de- 
cided to use oil as a lever for more 
borrowing to pay for investment in 
public works projects, a larger indus- 
trial base, and generous consumer 
and producer subsidies,” Mielke says. 


“This rapid growth strategy worked for 
a few years, but its success was 
based on the belief that oil prices 
would continue to rise,” he adds. 
“However, by 1980, prices leveled 
off.” 


interest Payments Soared 

At the same time, interest rate pay- 
ments were soaring on the external 
debt, largely because loans had been 
contracted for on a short-term, varia- 
ble-rate basis. With its trade deficit 
growing because of lower oil receipts, 
Mexico was left with less foreign ex- 
change to make interest payments. 


The situation soon grew worse when 
“many Mexicans, anticipating the 
strains in the balance of payments, 
lost confidence in the value of the 
Mexican currency (the peso) and be- 
gan to send their savings out of the 
country. More importantly, though, for- 
eign banks that had previously 
adopted an indulgent attitude toward 
their Mexican loans began demanding 
payment.” 


By the beginning of 1982, the crisis 
was Clearly at hand. 


“Interest rates continued to rise as oil 
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glutted the world market,” Mielke 
notes. “The more Mexico's borrowing 
requirements intensified, the more its 
creditworthiness deteriorated. By Feb- 
ruary, the government no longer had 
sufficient foreign exchange reserves to 
support the peso, which fell in value 
by nearly 80 percent against the U.S. 
dollar.” 


During the succeeding 6 months, 
Mexican officials scrambled to sort 
things out. 


“The government tried to regain con- 
trol of the economy through public ex- 
penditure cuts, exchange controls, fur- 
ther devaluations, and finally the 
nationalization of commercial banks,” 
Mielke says. “Nevertheless, external 
debt rose to more than $80 billion. In 
August 1982, Mexico notified foreign 
banks that it could no longer service 
its debt. Interest payments alone con- 
sumed more than two-thirds of Mexi- 
co’s oil export income.” 


Realizing that extraordinary action 
was Critical, Mielke says, “the interna- 
tional financial community came to 
Mexico's rescue, rescheduling debt 
payments on a more lenient basis, 
and Mexico began its long recovery.” 


Social Costs Staggering 
According to Mielke, the social costs 
of Mexico’s austerity programs have 
been staggering. 


“Unemployment rose sharply and fur- 
ther job losses were averted only by a 
substantial decline in real wages. The 
minimum wage was increased by 45 
percent in 1983, but the cost of living 
jumped by more than twice as much,” 
he says. 


Mielke goes on to say that “Mexico's 
present economic situation can only 
be described as fluid. Even so, Mex- 
ico has been the most successful 
Latin American nation in resolving its 
debt rescheduling dilemma and reacti- 
vating its economy. And after 3 years 
of cuts in imports and public sector 
expenditures, the Mexican economy 
expanded modestly in 1984.” 


Although the outlook remains brighter 
than it was a few years ago, Mexico's 
economic fortunes are still tied to oil 
expcris. 


“And that will produce a mixed bag of 
consequences for the economy,” 
Mielke says, “as it has in recent 
years.” 


Mexico’s Foreign Debt, Second Largest in the World, Has Jumped $80 


Billion Since 1975 
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A Better Year for 
Hungry Nations 


Global crop production prospects 
are bearish for U.S. farm prices, 
but large harvests probably mean 
a better year for many nations that 
worry about food shortages 


increased world food supplies will 
mean a significant improvement in 
the availability of food to hungry 
nations,” says economist Ray 
Nightingale of USDA's Economic 
Research Service. “Serious pro- 


duction shortfalls, however, are ex- 


pected to persist in a number of 
African, Asian, and Caribbean 
countries 

Nightingale’s assessment is based 


on the first quarterly update of the 
annual ERS study on world food 
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needs and availabilities. The study 
provides a detailed look at food- 
deficit nations—nations that are 
unable to produce or purchase 
enough food to meet their mini- 
mum needs 


For the 1985/86 crop year, 69 de- 
veloping countries will require 
around 9 million tons of food over 
and above their normal commer- 
cial imports. This is the projected 
amount needed to maintain con- 
sumption at current levels, says 
Nightingale, who directed the ERS 
study 


The current forecast represents a 
drop of 2.7 million tons from 
1984/85's food needs. According 
to Nightingale, the reduction re- 
sults largely from brighter produc- 
tion prospects in Africa, where 
rains have finally returned. 


The government is losing money by taxing farm income, 
according to economist Ed Reinsel of the Economic Research 
Service. The fault, he says, lies partly with tax breaks de- 
signed to help those who farm for a living. Trouble is the write- 
offs can also be very attractive to those who get into farming 


for other reasons. 


... with help from the IRS, Reinsel compiled the following tax 
data for 1982, the latest year for which such information is 
available. Some 2.7 million farm tax returns were filed by indi- 
viduals, he says, and two-thirds of them reported net farm 
losses for tax purposes. Their reported farm losses amounted 
to $18 billion. The remaining one-third of individual farm tax 
returns reported positive net incomes from farming that totaled 
about $8 billion. Together, the two groups reported off-farm 


incomes of nearly $65 billion. 


... and guess what. Those with the positive farm incomes 
paid an estimated $1.5 billion in taxes on their $8 billion of net 
farm income (in addition to taxes on other income). Those 
with net farm losses paid $7.6 billion in taxes on their nonfarm 
incomes, but they would have paid about $12.9 billion had 
their farm losses not been written off against their nonfarm in- 


comes. 


... in other words, while the government collected $1.5 billion 
in taxes on farm incomes, it lost a potential $5.3 billion in 
taxes on the nonfarm incomes of other individuals with farm- 
ing interests. “If farm income had not been taxed and farm 





World food supplies are up, but s 
many parts of the world. 
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evere food shortages persist in 


losses had not been used to reduce taxes on other income, 
the U.S. Treasury would have been $3.8 billion richer,” says 
Reinsel. The figure might be even higher, but Reinsel was un- 
able to obtain comparable tax data for the 180,000 farm part- 
nerships and corporations. 


... it is virtually impossible, he adds, to sort out the writeoffs 
that result from hobby farms or tax avoidance schemes from 
the “real” economic losses to individuals usually thought of as 
farmers. Another problem with tax breaks is that they often of- 
fer the greatest benefits to those with the highest incomes. 
Not surprisingly, individuals reporting $60,000 or more in tax- 
able incomes—before subtracting farm losses—did the most 
sheltering. Their tax bill would have jumped by $2.7 billion if 
farm losses hadn't been written off. 


... however, sheltering nonfarm income with farm losses isn't 
unique to the wealthy. It occurs in all income groups and ap- 
pears to be increasing. In 1962, some 35% of individual farm 


As Tax Rules Stand, the Treasury Loses by 
Trying To Tax Farm income 





Farm Estimated tax on total 
Number income income, with farm net 





of or income or loss . . . 
returns loss Included Excluded 
Tax returns with: 
Positive farm net 993,000 $8 bil. $3.6bil.' $2.1 bil. 
Farm loss 1,759,000 -$18bil. $7.6bil. $12.9 bil. 
All returns 2,692,000 -—$10bil. $11.2bil. $15.0 bil. 





‘includes $1.5 billion in tax on farm income and $2.1 billion in tax on other in- 
come. Estimate assumes that farm income is added to other income. 
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Although the picture has improved 
somewhat, deficits are still very 
large. In fact, the 9-million-ton fig- 
ure is based only on maintaining 
“status quo” consumption levels 
rather than on meeting minimal 
nutritional standards. To meet 
such standards in 1985/86, the 
world’s hungry nations would need 
around 18.6 million tons of food— 
twice the status quo level. 


Even if donor nations could pro- 


tlenecks in moving grain from 
ports, these countries sometimes 
find it as difficult to distribute the 
food once it arrives as it was to 
obtain it in the first place. 


Africa is a case in point. The 
world’s awareness of the conti- 
nent's crisis did not emerge as 
quickly as it might have—and diffi- 
culties in delivering food have pro- 
longed Africa’s agony. 


“With the world’s attention focused 


over 1984/85 when its needs were 
1-to-2 million tons greater. 


Asia's status quo needs are also 
large, projected at 3.5 million tons 
of food for 1985/86. Latin America 
needs about 347,000 tons of food, 
and the Middie East needs 
714,000 tons, says Nightingale 


The U.S. government funded more 
than $2 billion worth of food assis- 
tance in fiscal 1985, but spending 
is likely to go down in the current 


pean Community, and Japan— 
also make large food donations. In 
fact, total U.S. and foreign food 
assistance given in the form of 
cereal grains from July 1984 to 
June 1985 was estimated at 11.7 
million tons, surpassing for the first 
time the 10-million-ton target set 
by the World Food Conference in 
1974 


“The increased aid is certainly a 
reflection of the African crisis and 
the availability of commodities in 


vide all that is needed to bring av- 
erage diets to a basic nutrition 
level,” Nightingale notes, “food- 
deficit nations would be able to ab- 
sorb only about 15 million tons be- 
cause of physical constraints.” 


on Africa, large amounts of food 
aid have been allocated to the 
continent,” says Nightingale. 


Africa's estimated need for more 
than 4.5 million tons of food in 
1985/86 to keep up current con- 


Hampered by poor roads, short- sumption levels outstrips food 


ages of trucks, and logistical bot- 


but still signifies an improvement 


proprietors reported negative incomes from farming. In 1982, 
the figure was 65%. True, 1982 was not a high income year 
for farmers, but the percentage of farmers reporting losses 
has been rising steadily for at least two decades, Reinsel 
notes. 


... What is the solution? It seems Uncle Sam could increase 
tax revenues, cut the federal deficit, put an end to tax-loss 
farming, and make life easier for some struggling farmers—all 
at the same time—simply by eliminating individual federal in- 
come taxes on farming operations. But, no, Reinsel does not 
expect Congress to take such a dramatic step. 


... father, he is pointing out the significant price attached to 
current tax benefits that reward investment in agriculture, and 
other industries as well, even when a primary purpose of the 
investment is to shelter income and reduce taxes. “In effect,” 
says Reinsel, “this amounts to a subsidy through the tax sys- 
tem, and much of the subsidy goes to individuals at higher in- 
come levels, most of whose income comes from outside agri- 
culture. Their combination of nonfarm incomes and farm 
losses suggests that, for many of them, the motivation for in- 
vesting in farming may have little to do with earning a living 
off the land.” 


A sharp cut in farm program loan rates would hurt some 
American farmers, but it could put a great many foreign pro- 
ducers out of business. So speculates economist Thomas 
Volirath of the Economic Research Service. He notes that the 
United States has a significant comparative advantage in agri- 
culture—an advantage obscured by loan rates that have held 
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needs in other parts of the world— 


year. In fiscal 1985, Nightingale 
estimates U.S. food shipments at 
7.3 million tons worth $2.2 billion. 
For fiscal 1986, federal expendi- 
tures on U.S. food aid are ex- 
pected to be about $1.7 billion. 


major producing nations,” says 
Nightingale. “Along with the food 
assistance, however, is a growing 
recognition that people in Africa 
and Latin America will cease to 
starve only when civil strife is 
ended and governments invest 
more in agriculture.” 


Other major agricultural produc- 
ers—Australia, Canada, the Euro- 


U.S. prices above market levels since import demand began 
to weaken in the early 1980's. Farmers abroad are currently 
encouraged to produce for world markets, in part because 
they can undercut high U.S. loan rates. Foreign producers, he 
suggests, would face a formidable challenge if they had to go 
head-to-head in free competition with efficient U.S. farmers. 


... agriculture’s future prosperity is linked to international 
markets and our ability to compete in those markets, adds 
Vollrath. The desire to reduce U.S. loan rates gradually to 
cushion the adjustment for American farmers is understand- 
able, he says. However, he cautions that too gradual an ad- 
justment carries significant risks for our competitive position. 
“The longer we provide a protective umbrella for foreign pro- 
ducers with loan rates above market levels, the more cost 
competitive they can become.” In effect, he says, we may be 
indirectly taxing our agriculture while subsidizing the expan- 
sion and modernization of farm sectors abroad. 


Wheat flour accounts for less than 1% of the value of all 
U.S. agricultural exports, but according to recently released 
United Nations data, America was the world’s leader in wheat 
flour exports in 1983. “The U.S. market share was just over 
29% in 1983, doubling 1982's exports,” says ERS economist 
Stephen W. Hiemstra, “but the increase was due almost en- 
tirely to a special subsidy program of sales to Egypt.” Since 
then, France has been Egypt's major wheat flour supplier, ac- 
cording to ERS economists, and this may have pushed the 
United States into second place in world wheat flour trade be- 
hind the European Community. 








Ties That Bind 


Farming has always been tied to 
the larger economy here and 
abroad, but the links have multi- 
plied and grown much closer in re- 
cent decades, according to senior 
economist Alden Manchester of 
the Economic Research Service 


The reasons, he says, include a 
world economy that has become 
more interdependent, business 
cycles that have become more 
global in nature, and farmers who 
have become more dependent on 
purchased inputs, capital-intensive 
technologies, borrowed money, 
and export markets 


Manchester examined these link- 
ages, why they evolved, and how 
closely they bind agriculture and 
other sectors of the U.S. and world 
economy together. Here are just a 
few of his observations 


@ The share of the U.S. labor 
force in farming declined from 84 
percent in 1810 to 40 percent by 
the turn of the century. Today, 
only about 3 percent of the labor 
force is engaged in farming. In 
1869, 71 percent of consumer in- 
come was spent for products origi- 
nating on U.S. farms. In 1983, only 
18 percent of income went for 
such products 
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@ The food and fiber system is 
one of the largest sectors of the 
U.S. economy, accounting for 
nearly 20 percent of the nation’s 
GNP. However, the system now 
requires many more nonfarmers 
than farmers 


@ The transformation of the U.S 
economy changed farming from a 
nearly self-sufficient enterprise to 
the specialized, interdependent 
system of today. Much of the work 
and many of the functions formerly 
performed on farms have shifted 
to nonfarm firms. 


@ Linkages between farming and 
financial institutions have been 
growing in importance over the 
years. In the early 1950's, net bor- 
rowing (new loans minus repay- 
ments) financed about 11 percent 
of annual capital investment in 
farm assets. By 1982, the figure 
had risen to 49 percent 


Agriculture's Links with U.S. and 
World Economies by Alden 
Manchester. (Published Septem- 
ber 1985; 49 pages of text, charts, 
and tables; GPO Stock Number 
001-019-00409-6; $1.50.) 


Food Grain Buyers 
and Sellers 


The volume of world wheat trade 
climbed from 36 million metric tons 
in 1962 to almost 100 million tons 
in 1982 and 1983. The U.S. share 
of world wheat exports was 38 
percent in 1983—no change from 
1962, but down from the 45.7-per- 
cent share captured by the United 
States in 1981 


Through most of the 1960's, India 
was the largest importer of U.S. 
wheat. In 1983, our largest single 
customer was the Soviet Union, 
but the USSR bought more wheat 
from Canada and Argentina than it 
did from the United States 


World trade in rice grew from 6.3 
million metric tons in 1962 to 
11-13 millions tons a year in the 
early 1980's. In the same period, 
the U.S. share of world exports 
rose from less than 20 percent to 
more than 25 percent before fall- 
ing back below 20 percent in 
1983. The United States was the 
third largest rice exporter in 1962. 
By the early 1980's, the United 


States and Thailand were switch- 
ing back and forth between the 
number one and number two 
spots. 


World trade in wheat flour was 
only about a third higher in 1983 
than it was in 1962. The United 
States—the largest wheat flour ex- 
porter in the 1960’s—is now more 
often in second place behind 
France 


Year-by-year statistics on world 
trade volume in wheat, rice, and 
wheat flour are available in this 
new statistical bulletin published 
by the Economic Research Ser- 
vice. The bulletin carries more 
than 70 pages of tabular data cov- 
ering 1962 to 1983. Figures for 
each year are broken down by 
major importing regions and major 
exporters, linking both the origin 
and destination of wheat, rice, and 
wheat flour imports. 


World Food Grain Trade, 1962-83 
by Arthur Mackie, Stephen Hiem- 
stra, and Stacey Rosen. (Pub- 
lished October 1985; 89 pages, 
mostly data tables; GPO Stock 
No. 001-019-00415-1; $3.50) 
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Monthly Price Monitor 


USDA's November index of farm prices 
increased 2.4% from October but was 
still 7.4% below its year-earlier level. 
Corn gained 22¢ to $2.32 per bushel, 
wheat climbed to $3.34 (the highest price 


since June), and soybeans were back 
above $5. Cotton held near October's 
level. Lettuce gained about $2 per car- 
ton, topping the $6 mark. In the meat an- 
imals area, broiler prices recovered to 
55.5¢, matching June’s high for the year. 


Choice steers jumped $5 per cwt to 
$63.13—the first time since February that 
prices exceeded $60. Utility cows rose 
slightly above October's low, and barrow 
and gilt prices inched above $45. All 
prices shown are monthly averages. 
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© New Subscription O Renewal include your zip code 





Please enter my one-year subscription to FARMLINE (FRMLN) 
magazine at $24.00 domestic ($30.00 for foreign addresses) 





Name - 
Address 
Superintendent of Documents 
U.S. Government Printing Office 
Washington, D.C. 20402 





Please mark the boxes that apply O Charge it to my 


}) Check or money order enclosed O MasterCard 


© Charge my GPO Deposit Acct. No. —____ Expires ——__ 


oe en es Signature 





For taster service, call GPO’s order desk at (202) 783-3238 and charge your subscription to Visa, 
MasterCard, or your GPO Deposit Account. 








aS 


